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IRS REFORM/Additional Offsets

SUBJECT: Internal Revenue Service Restructuring and Reform Act of 1998 . . . H.R. 2676. Roth amendment No.
2339.

ACTION: AMENDMENT AGREED TO, 56-42

SYNOPSIS:  As reported, H.R. 2676, the Internal Revenue Service Restrugtarid Reform Act of 1998, will radicall
restructure the Internal Revenue Service (IRS) to make it more accountablepandivesto tapayers' needs,
and will enact coprehensive reforms forotect tayayers from IRS abuses pbwer.

The Roth amendmentwould add severgdrovisions to increase revenues in order to offsey thk bill's cost over 1Qears.
As reported, the costs are fulbffset in the first Sears but not in the secong&ars. The costs apeimarily due to the lower rates
of tax collection that will result from spping current abusive IRS collectigmactices. The lajest costs (tax relief) will be as
follows: innocent pouse relief: innocentppuses will be held liable oplfor tax attributable to their income (thisovision is
primarily for divorced women whose former husbands, without their knge]egtheated on their taxes and cannot be foyrldeb
IRS; the IRSpursues the women for the full amount owgdleir former husbands); the accrual of interestpamélties (exoat
for fraud and criminapenalties) will be sysended if the IRS does nptovide notice to a tagpayer within 12 months of receivin
that taypayer's return; th@enaly for an individual's failure tpay will be eliminated durig installment greements; and under
certain conditions, if a tgayer has credible evidencegarding a factual issue at gigte regarding his or her income tax liabijit
the burden oproof will be on the IRS (undgresent law, the tgayer must alwgs prove that the IRS's assertion of lialyilis
wrong). To offset the above costs fylthe Roth amendment would add the follagwiavenueorovisions: effective Januad., 2005,
senior citizens@e 70.5 and older would not penalized ly havirng the rejuired distributions from their Investment Retirement
Accounts (IRAs) count gzart of their income fopurposes of determinghwhether thg exceeded the $100,000 limit ongddilit y
for convertirg an IRA into a Roth IRA (thigrovision would raise funds because convertin IRA reuires taxes to bpaid
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upfront; no additional revenues would be raised in the figgdss; $8.028 billion would be raised in the secogdds); pecial
net qeratirg loss caryback rules for gecified liability losses would be restricted (tpi®vision would raise $89 million in the first
5years and $207 million in the secongears); and the current-law user fees for IRS lettergsiivould be extended forykars
(this provision would raise $277 million in the secongéears).The amendment would also mypdife reported bill's limit on the
carrybackperiod of the forain tax credit and would use tpay-go balance of $406 million in the secongdars as an offset.

Those favoringthe amendment contended:

The bill before us wilprovide taypayers substantigirotections from abusive IRS collectipractices. Once the IRS gousig
those abusivpractices, it will obvioust collect less in taxes. Our coligees have gygested that we agving "tax expenditures”
by enactilg theseprovisions. Thg say we are "pendirg” because we will collect less in taxes, so in effect wepsnedsg mone/
on thepegole who will not bepaying those taxes. We totgland enphatically reject this analsis. In the firsplace, it is never an
"expenditure” to lepeqole keg more of the monethat the, not the Federal Government, has earned. In the splameq stpping
the IRS from usig unjust tax collectiorpractices is no more a tax break tharppiiog a medieval torturer from ugirthe rack to
sgueeze extra mogeout of innocenpeagple. For instance, one of the "taxpexditures” in this bill willprovide innocentgouse
relief. Under current law, if a husband cheats on his taxes and then flees thg, ednamtonig his wife, the IRS will hound his
wife for payment to the end of her gig She mglose her home, all her assets, and have hgesgarnished for decades pay
a tax liability about which she knew notlgrand for which she was in no weegonsible. This bill will stp this abusivepractice
and similary abusivepractices.

Theprotections that will be enacted from this bill will result ppaoximatel $18 billion less in taxes bejrcollected. That fact
reveals how extensive the abuses are. It also raisegathgigproblem of findirg offsets for those lower revenue collections. We
do not want to abuse the fayers, but we do not want tprove a bill that will have a net deficit effect. Our coytstgreatest
long-termproblem is still solveng-we have a hge debt that needs to be retired, and we need some form ajssewvorder tqay
for the comiig actuarial difficulties opaying for the balg-boomers' retirement. The Roth amendment has been offered to solve the
budgetay problem over the next 19ears. It has severplovisions. The maitprovision is @posed ly some Members. That
provision will remove the discriminatptreatment of eldeylAmericans in determingtheir elgibility to convert conventional IRAs
into Roth IRAs. No one denies that tpisvision will only spply to Americans who are older than y&ars old, and no one denies
that it will provide the needed revenue. In fact, they@jument gainst it is that if these eldgrAmericans are able to have the
same Roth IRA ptions asyourger Americans thewill hire crafty lawyers who will somehow maga to hide more of these elderl
Americans' income from estate taxes when thie. Our collegues have no evidence for this malevolenpimn; they just seem
to have the view that thehad betteget as much as thieean in taxes out of these gddaple before thg die because tlgemight not
be able tayet as much afterwards. Our coligias are entitled to their ovpeculiar views. As far as we are concerned, ghou
elderly Americans should not be discriminateghimst. Thus, we angdeased with the Roth IRA offset in this amendment.

Those opposinghe amendment contended:

We favored the IRS restructugtill as itpassed the House. This billgands on the House's biflarticularly by addirg so-
called tayayer protections. Thosprotections have a lge cost--close to $20 billion over Y@ars. We hapily would have voted
for the bill as itpassed the House. As it is, we stilppart the Senate's morensive version of the bill. However, in adgin
taxpayer protections, our Raublican collegues have added substantial new costs to the bill. Tinetctions are in realittax
expenditures. We will not gue the advisabilit of these egenditures. To our Reiblican collegues' credit, theare not at all
pleased that the costs of these tapeexlitures are not offset over the nextyg@rs. The bill will offset the costs in the firsyé&ars,
but not in the second. Wein with our collegues in their desire to find offsets so that the bill will not have a net deficit effect. At
this point, thowgh, wepart conpary with our Rgublican collegues, because théave come piwith aproposal that would benefit
rich pegple and would have Ignterm deficit effects. If the Roth amendmeasses, which we fear it will, more eldeAmericans
will be able to convert their IRAs into Roth IRAspftbnt, they will pay more in taxes, but the interestytearn will be tax-free,
and in the ougrears there will be a net reduction in tax collections. Also, we think that tseerdsand accountants will theigudre
out ways to shield more of these eldeAmericans' wealth from the estate taxes. Democrats have crafted an alternative to the Roth
amendment, which would seprimarily on reinstatig the exired Syerfund taxes tpay for the tax egenditures in this bill. We
understand that mgrMembers think that thigrovision would harm environmental clegnefforts by making Syperfund reform
less likey, but we think that issue is gfeat enogh import that some solution could still be found. We will not offer our alternative
amendment, because we know its fate would be gdoesconclusion, but we inform our coliegs that we are still unppy with
their fundirg resolution. We hpe that in conference on this bill an aptadle conpromise will be reached.



